
THE CITY OF SAN DIEGO

REPORT TO THE CITY COUNCIL


DATE ISSUED: January 20, 2015 

REPORT NO: 14-073


(REVISED)

ATTENTION: 

Honorable Council President and Members of the City Council


SUBJECT: 

Lease of 1200 Third Avenue and 201 A Street, San Diego, CA 92101


REQUESTED ACTION: 

Authorize the City to enter into a 20 year lease-to-own agreement between the City and CCP


1200, LLC, a Delaware limited liability company ("CCP, LLC") for a lease-to-own agreement


with ownership automatically transferring to the City upon lease expiration ("Lease-to-Own


Agreement") for the real property and improvements located at 1200 Third Avenue (commonly


known as Civic Center Plaza or CCP) and 201 A Street (commonly known as the King Chavez


High School building). Terms of the proposed lease-to-own agreement include a start rate of


approximately $.91 sf/mo with 2.5% annual increases and the City will be responsible for all


operating expenses, which are estimated to be $10.23/sf/yr, including $1/sf/yr as a reserve for


anticipated capital replacement (total of approximately $300,000/yr). At any time after the 5 

th


year, the City may opt to transfer the loan for $1 to a City entity and continue making lease


payments to that City entity, rather than to CCP, LLC. In addition, any time after the 5 

th

 year,


the City may prepay the lease-to-own agreement and have the right and option to purchase the


real property and improvements by paying an amount to CCP, LLC, equal to the net present


value of the remaining payments due under the lease-to-own agreement, using a discount rate


calculated per a formula set forth in Section 13 of the lease-to-own agreement.


The start rate of $.91 sf/mo does not include an estimated $15,000,000 in tenant improvements


which will allow for renovation of all floors at CCP in order to maximize space for the City to


accommodate approximately 245 more employees within the building, per the space standards


identified in the City's Administrative Regulation 56— 

Work Space Requests. 

We anticipate


these tenant improvements being funded via a future Capital Emprovement Project ("CIP")


through the City.


The City's existing landlord notified the City in writing that a building purchase must close prior


to January 30, 2015, with good faith non-refundable deposits of up to $5,000,000 prior to


December 31, 2014. If a transaction is not completed the current landlord has indicated that they


will rescind the original letter of intent (L01) and sell the building on the open market which has


significantly appreciated since the LOI was originally signed in April 2014.


CCP, LLC is in escrow with CCP' s existing owner to purchase CCP for $44,000,000 and


negotiated to close escrow by March 15, 2015. CCP, LLC is depending upon the City to execute
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Authorize the City to enter into a 20 year lease-to-own agreement between the City and CCP 
1200, LLC, a Delaware limited liability company ("CCP, LLC") for a lease-to-own agreement 
with ownership automatically transferring to the City upon lease expiration ("Lease-to-Own 
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year, the City may opt to transfer the loan for $1 to a City entity and continue making lease 
payments to that City entity, rather than to CCP, LLC. In addition, any time after the 5th year 
the City may prepay the lease-to-own agreement and have the right and option to purchase the 
real property and improvements by paying an amount to CCP, LLC, equal to the net present 
value of the remaining payments due under the lease-to-own agreement, using a discount rate 
calculated per a formula set forth in Section 13 of the lease-to-own agreement. 

The start rate of $. 91 sf/ mo does not include an estimated $15,000,000 in tenant improvements 
which will allow for renovation of all floors at CCP in order to maximize space for the City to 
accommodate approximately 245 more employees within the building, per the space standards 
identified in the City's Administrative Regulation 56 - Work Space Requests. We anticipate 
these tenant improvements being funded via a future Capital [mprovement Project ("CIP'') 
through the City. 

The City's existing landlord notified the City in writing that a building purchase must close prior 
to January 30, 2015, with good faith non-refundable deposits of up to $5,000,000 prior to 
December 31, 2014. If a transaction is not completed the CU1Tent landlord has indicated that they 
will rescind the original letter of intent (LOI) and sell the building on the open market which has 
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CCP, LLC is in escrow with CCP's existing owner to purchase CCP for $44,000,000 and 
negotiated to close escrow by March 15, 2015. CCP, LLC is depending upon the City to execute 



this proposed lease-to-own agreement in order to finance the purchase of CCP and be able to


close escrow as required on or before March 15, 2015.


The City will incur increased expenses through higher lease rates for space at CCP under any


different scenario than presented here for Council consideration. Additionally, the present value


cost to the City to enter into the lease-to-own vs. an  open market lease agreement is estimated to


be lower by $9,105,353 in present value dollars over 20 years, in addition to providing for


increased financial certainty and the opportunity for the City to act as its own landlord at CCP at


the end of the lease. These assumptions and analysis are presented later in this report.


STAFF RECOMMENDATION: 

Approve the requested action


BACKGROUND: 

CCP, located at 1200 Third Avenue (see Exhibit A) built in 1973 and occupied by City


employees since 1991, was offered to the City for ownership in 2012. Since that time the City


has been exploring sale and/or lease terms for CCP and the neighboring building ("King Chavez


High School building") located at 201 A Street in anticipation of the lease expiring on July 23,


2014

1.

For a detailed historical narrative on the activities that have occurred to date, (see Exhibit B).


Acquisition

The City originally considered using lease revenue bonds to fund the purchase of the buildings


and underlying real property as City issued bonds will always provide the best economic


advantage for the tax payer. Unfortunately, this option is no longer available due to the current


inability to issue bonds by the required deadline 2

 as a result of litigation and unknown appeals.


Immediately upon receiving notice that the City would be unable to reach the bond market in


time, staff reviewed alternative financing mechanisms in order to secure long term stability for


the occupancy of the building while meeting all State of California constitutional debt


limitations.

L ease -to-own Agreement P roposed for Approval


The City identified the best option to control expenses, secure critical additional office space and


control the four square block City Hall footprint is to enter into a lease-to-own agreement with a


private buyer of the buildings and underlying real property. The benefit to the City is that it


allows a below market, long term lease rate while the private entity assumes the risk of the


building purchase.


1

 After the City's lease expired on July 23, 2014, the City assumed a non-negotiated "hold-over" position and began


a month-to-month lease at a previously negotiated rate of $1.15 per sf per month Full Service Gross (FSG), "as is".


The month-to-month lease will expire upon the sale of the building or Feb 1, 2015, whichever occurs first.


2 

 In September, 2014 the current owner established a deadline of December 31, 2014 to close escrow. The deadline


was later extended to March 15, 2015, and CCP, LLC, is currently in escrow to purchase CCP.
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this proposed lease-to-own agreement in order to finance the purchase of CCP and be able to 
close escrow as required on or before March 15, 2015. 

The City will incur increased expenses through higher lease rates for space at CCP under any 
different scenario than presented here for Council consideration. Additionally, the present value 
cost to the City to enter into the lease-to-own vs. an open market lease agreement is estimated to 
be lower by $9,105,353 in present value dollars over 20 years, in addition to providing for 
increased financial certainty and the opportunity for the City to act as its own landlord at CCP at 
the end of the lease. These assumptions and analysis are presented later in this report. 

STAFF RECOMMENDATION: 
Approve the requested action 

BACKGROUND: 

CCP, located at 1200 Third Avenue (see Exhibit A) built in 1973 and occupied by City 
employees since 1991, was offered to the City for ownership in 2012. Since that time the City 
has been exploring sale and/or lease terms for CCP and the neighboring building ("King Chavez 
High School building") located at 201 A Street in anticipation of the lease expiring on July 23, 
2014 1

. 

For a detailed historical narrative on the activities that have occurred to date, (see Exhibit B). • 

Acquisition 

The City originally considered using lease revenue bonds to fund the purchase of the buildings 
and underlying real property as City issued bonds will always provide the best economic 
advantage for the tax payer. Unfortunately, this option is no longer available due to the current 
inability to issue bonds by the required deadline2 as a result of litigation and unknown appeals. 
Immediately upon receiving notice that the City would be unable to reach the bond market in 
time, staff reviewed alternative financing mechanisms in order to secure long term stability for 
the occupancy of the building while meeting all State of California constitutional debt 
limitations. 

Lease-to-own Agreement Proposed for Approval 

The City identified the best option to control expenses, secure critical additional office space and 
control the four square block City Hall footprint is to enter into a lease-to-own agreement with a 
private buyer of the buildings and underlying real property. The benefit to the City is that it 
allows a below market, long term lease rate while the private entity assumes the risk of the 
building purchase. 

1 After the City's lease expired on July 23, 2014, the City assumed a non-negotiated "hold-over" position and began 
a month-to-month lease at a previously negotiated rate of $1.15 per sf per month Full Service Gross (FSG), "as is". 
The month-to-month lease will expire upon the sale of the building or Feb 1, 2015, whichever occurs frrst. 
2 In September, 2014 the current owner established a deadline of December 31, 2014 to close escrow; The deadline 
was later extended to March 15, 2015, and CCP, LLC, is currently in escrow to purchase CCP. 
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In light of the inability to currently issue bonds and meet the current owner's escrow closing


mandate, the City, working with Jason Hughes (President/CEO of Hughes Marino and unpaid


City consultant) was approached by CCP, LLC who proposed to purchase the buildings and


underlying real property from the current owner within the mandated deadline of March 15,


2015, and enter into a lease-to-own agreement with the City. Staff has identified that


approximatel $15M will be needed to be funded via a CIP in the future to allow for asbestos


encapsulation, ADA improvements, Title 24 and the ability to maximize space efficiencies to


enable the City to house up to 245 more employees at CCP than it currently does (see Exhibit


C). Based on forecasted needs identified in the current Fiscal Year 2015 budget and the City's


Five Year Plan additional office space is required for increased staff in the Public Works


Department. Also, the Development Services Department has identified increased space needs


which impacts the Planning Department as they currently share the City Operations Building


(COB).

CCP, LLC is interested in expanding its real estate portfolio and has indicated a willingness to


partner with the City to secure the CCP property at below market prices. Note that CCP, LLC,


not the City, has negotiated with the current owners for the sale of the CCP property. As the


City has no ownership rights to the CCP building or any other assets the City has no ability to


dictate sale terms to the current owner or to dictate to whom the asset is sold. CCP, LLC is


assuming the risk in return for an investment opportunity and the ability to receive a return on


their investment. Should CCP, LLC decide to sell the CCP and King Chavez High School


buildings in the future (prior to the 21 st  year), the City will still retain all rights and privileges


under this lease-to-own agreement. At any time, the City may opt to transfer the loan to a City


entity and continue making lease payments to that City entity, rather than to CCP, LLC.


The proposed lease structure is based on CCP, LLC's purchase price of $44M 3 which equals a


rental rate of $.91/sf/month with 2.5% yearly increases. Ownership of the real property and all


improvements will automatically transfer to the City at lease expiration. The City will pay all


operating expenses and collect the parking revenue from the 418 spaces in the garage (estimated


General Fund revenue of $814,450 in 2015) as well as the King Chavez School building rent


(estimated General Fund revenue of $240,000/yr currently). A term of the proposed lease-to-

own agreement requires that the City set aside $300,000 per year from the operating expense


payments made by the City to provide for reserves for capital improvements and replacements.


The decreased cost to the City (in present value dollars) to enter into the proposed lease-to-own


scenario versus making itself vulnerable to the leasing market is approximately $9,105,353 in


present value dollars over 20 years. In addition, it should be noted that, at the end of the lease-.


to-own scenario, the City will own Civic Center Plaza, the King Chavez High School building


and all real property, whereas at the end of a 20 year market lease, the City would own nothing.


(See 

Exhibit D)

3  See Exhibit D
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In light of the inability to currently issue bonds and meet the current owner's escrow closing 
mandate, the City, working with Jason Hughes (President/CEO of Hughes Marino and unpaid 
City consultant) was approached by CCP, LLC who proposed to purchase the buildings and 
underlying real property from the current owner within the mandated deadline of March 15, 
2015, and enter into a lease-to-own agreement with the City. Staff has identified that 
approximate! $15M will be needed to be funded via a CIP in the future to allow for asbestos 
encapsulation, ADA improvements, Title 24 and the ability to maximize space efficiencies to 
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and all real property, whereas at the end of a 20 year market lease, the City would own nothing. 
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What H appens if N o Action T aken


The alternative option of this lease-to-own agreement is to not pursue any action and await the


building being sold to an outside party. The City may be able to maintain its occupancy,


although there is no guarantee as the City is on a month to month lease. Some have opined that


the City has a strong bargaining position for a new landlord because the City occupies the


majority of the building. Although this can sometimes be advantageous, competition for


contiguous blocks of office space downtown is at an historic high and would work against the


City in a negotiating position. Since no alternative building(s) exists for the City to relocate 805


employees, the new landlord could raise rates to any level and the City would be at the mercy of


market conditions.


Based on current market conditions and existing downtown leasing rates, the City could be


required to pay $2.00 - $2.40+/sf/mo depending on tenant improvement (TI) allowances. The


City would most likely not be able to negotiate a term longer than five or six years as the


ownership would not want to amortize TI expenses any longer. This means that the City would


then be required to negotiate new terms in another five or six years and would be no further


ahead in securing long term office space for over 800 employees.


Should the City be able to negotiate continued occupancy in CCP, a new landlord is unlikely to


provide greater than a $20/sf tenant improvement allowance without significant lease rate


increases, which would prevent the City from maximizing the occupancy of the CCP building.


Why the urgency?


After 18 months of negotiating a potential purchase of CCP and the King Chavez High School


building, the current owner informed the City in writing that they no longer wanted to wait for


the City to secure bond financing. The real estate market has improved since the original


negotiated purchase price of $44M and they originally demanded that the City had to close


escrow by December 31, 2014. A letter was sent by City management on November 12, 2014, to


the current owner requesting consideration of more time to close escrow and requested a


deadline of January 30, 2015. On November 19, 2014, the current owner agreed to a closing date


of January 30, 2015, if a purchase and sale agreement was executed by December 12, 2014, and


a nonrefundable deposit of $1M was made at the same time. The current owner also required an


additional deposit of $4M by December 17, 2014, in order to extend the escrow closing date to


January 30, 2015, which was finally extended to March 15, 2015, and CCP, LLC is currently in


escrow under this deadline.


Although CCP, LLC is the actual purchaser of the buildings, they still must comply with the


closing deadline of March 15, 2015, dictated by the current owner. CCP, LLC must have the


assurance that the City has agreed to the lease-to-own agreement (via Council action) in order to


close escrow on March 15, 2015.


4
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What Happens if No Action Taken 

The alternative option of this lease-to-own agreement is to not pursue any action and await the 
building being sold to an outside party. The City may be able to maintain its occupancy, 
although there is no guarantee as the City is on a month to month lease. Some have opined that 
the City has a strong bargaining position for a new landlord because the City occupies the 
majority of the building. Although this can sometimes be advantageous, competition for 
contiguous blocks of office space downtown is at an historic high and would work against the 
City in a negotiating position. Since no alternative building(s) exists for the City to relocate 805 
employees, the new landlord could raise rates to any level and the City would be at the mercy of 
market conditions. 

Based on current market conditions and existing downtown leasing rates, the City could be 
required to pay $2.00 - $2.40+/sf/mo depending on tenant improvement (Tl) allowances. The 
City would most likely not be able to negotiate a term longer than five or six years as the 
ownership would not want to amortize TI expenses any longer. This means that the City would 
then be required to negotiate new terms in another five or six years and would be no further 
ahead in securing long term office space for over 800 employees. 

Should the City be able to negotiate continued occupancy in CCP, a new landlord is unlikely to 
provide greater than a $20/sf tenant improvement allowance without significant lease rate 
increases, which would prevent the City from maximizing the occupancy of the CCP building. 

Why the urgency? 

After 18 months of negotiating a potential purchase of CCP and the King Chavez High School 
building, the current owner informed the City in writing that they no longer wanted to wait for 
the City to secure bond financing. The real estate market has improved since the original 
negotiated purchase price of $44M and they originally demanded that the City had to close 
escrow by December 31, 2014. A letter was sent by City management on November 12, 2014, to 
the current owner requesting consideration of more time to close escrow and requested a 
deadline of January 30, 2015. On November 19, 2014, the current owner agreed to a closing date 
of January 30, 2015, if a purchase and sale agreement was executed by December 12, 2014, and 
a nonrefundable deposit of $1 M was made at the same time. The current owner also required an 
additional deposit of $4M by December 17, 2014, in order to extend the escrow closing date to 
January 30, 2015, which was finally extended to March 15, 2015, and CCP, LLC is currently in 
escrow under this deadline. 

Although CCP, LLC is the actual purchaser of the buildings, they still must comply with the 
closing deadline of March 15, 2015, dictated by the current owner. CCP, LLC must have the 
assurance that the City has agreed to the lease-to-own agreement (via Council action) in order to 
close escrow on March 15, 2015. 
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R ationale for Approval of this Action


Staff recommends approval of the proposed lease-to-own agreement with CCP, LLC for the


following reasons:


1. The City minimizes its risk of immediate increased rent under a new owner of Civic


Center Plaza which could increase from $1.15/sf/mo to a minimum of $2.00/sf/mo.


2. Over the 20 year term of the proposed lease-to-own agreement, the present value of all


cashflow associated with the lease-to-own agreement would be an estimated $9,105,353

lower than leasing from an outside owner and the City would OWN CCP and King


Chavez High School building at the end of the lease-to-own agreement, whereas, the City


would own N O TH ING at the end of 20 years if it leased from an outside owner under a


standard lease agreement.


3. CCP LLC's negotiated purchase price is equivalent to $149/sf and is at least 30% below


market based on similar sales in the last 3 years which results in below market rent


afforded the City by CCP, LLC. 

(see E xhibit E )


4. 

The City will collect additional income of $814,450/yr from Civic Center Plaza's parking


operations (418 parking spaces) and ABM Parking (a competitor to Ace Parking, who


currently manages CCP's parking operations) estimates that this income could be


improved to $1,013,000/yr with more efficient operations.


5. 

The City will set aside approximately $300,000/yr for capital replacement at Civic Center


Plaza.

6. 

This lease-to-own agreement provides that the City will own Civic Center Plaza, the King


Chavez High School building, and all underlying real property after 20 years.


7. 

The City may have the ability to use the King Chavez High School for City expansion or


swing space in the future due to ongoing renovations in existing City space although


there are no immediate plans to relocate the school operations.


8. 

The City will have the ability to increase the occupancy of Civic Center Plaza from 805


FTEs to approximately 1,050 FTEs by using Gensler recommended space standards.


9. 

Although the use of City-issued tax exempt bond proceeds would be more economical,


the City has no ability to issue bonds by March 2015 to acquire these buildings and the


underlying real property. If the lease-to-own agreement is not approved, the City will be


at risk to whatever rent a new owner wants to charge.


Financial C onsiderations


Cost of Lease-to-own for 20 Years — Present Value $) 

$91,363,438

City owns at end of term


Outside Owner — (Present Value $) 

$100,468,791

NO City ownership at end of lease term


DEC R EASED C ost of L ease-to-own vs. O utside Owner (P resent Value) 

$9,105,353

Assumptions:

CCP and King Chavez HS Square Footage 

295,101

5
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Rationale for Approval of this Action 

Staff recommends approval of the proposed lease-to-own agreement with CCP, LLC for the 
following reasons: 

1. The City minimizes its risk of immediate increased rent under a new owner of Civic 
Center Plaza which could increase from $1.15/sf/mo to a minimum of $2.00/sf/mo. 

2. Over the 20 year term of the proposed lease-to-own agreement, the present value of all 
cashflow associated with the lease-to-own agreement would be an estimated $9,105,353 
lower than leasing from an outside owner and the City would OWN CCP and King 
Chavez High School building at the end of the lease-to-own agreement, whereas, the City 
would own NOTHING at the end of 20 years if it leased from an outside owner under a 
standard lease agreement. 

3. CCP LLC' s negotiated purchase price is equivalent to $149/sf and is at least 30% below 
market based on similar sales in the last 3 years which results in below market rent 
afforded the City by CCP, LLC. (see Exhibit E) 

4. The City will collect additional income of $814,450/yr from Civic Center Plaza's parking 
operations ( 418 parking spaces) and ABM Parking ( a competitor to Ace Parking, who 
currently manages CCP's parking operations) estimates that this income could be 
improved to $1,013,000/yr with more efficient operations. 

5. The City will set aside approximately $300,000/yr for capital replacement at Civic Center 
Plaza. 

6. This lease-to-own agreement provides that the City will own Civic Center Plaza, the King 
Chavez High School building, and all underlying real property after 20 years. 

7. The City may have the ability to use the King Chavez High School for City expansion or 
swing space in the future due to ongoing renovations in existing City space although 
there are no immediate plans to relocate the school operations. 

8. The City will have the ability to increase the occupancy of Civic Center Plaza from 805 
FTEs to approximately 1,050 FTEs by using Gensler recommended space standards. 

9. Although the use of City-issued tax exempt bond proceeds would be more economical, 
the City has no ability to issue bonds by March 2015 to acquire these buildings and the 
underlying real property. If the lease-to-own agreement is not approved, the City will be 
at risk to whatever rent a new owner wants to charge. 

Financial Considerations 

Cost of Lease-to-own for 20 Years - (Present Value $) 
City owns at end of term 

Outside Owner - (Present Value $) 
NO City ownership at end of lease term 

DECREASED Cost of Lease-to-own vs. Outside Owner (Present Value) 

Assumptions: 
CCP and King Chavez HS Square Footage 

5 

$91,363,438 

$100,468,791 

$9,105,353 

295,101 



$270,000 

$251,574 

($ 67,871) 

($ 20,000) 

$433,703 

$3,240,000

$3,018,888

($814,450)


($ 240,000)

$5,204,433


Rent and Operating Expense Annual Increase 

2.50%

City Discount Rate (for present value calculation) 

6.00%

Lease Term in Years 

20

CCP, LLC Purchase Price 

$44,000,000

Lease-to-own


Start Rent/sf/mo for Lease-to-own Agreement (City pays all operating expenses) 

$.91


Operating Expenses/sf/yr for Lease-to-own Agreement 

4 

$10.23

Identified Capital improvements required over 1 

st  5 years for


Lease-to-own Agreement 

$6,400,000

Outside Owner Lease 

(No ownership Rights)


Start Rent/sf/mo for Outside Owner Option 5 

$2.00

Operating Expenses/sf/yr for Outside Owner Option 

6

City staff also identified that the estimated rent of $2.00 would only fund approximately $20/sf


of TI allowance or less. Any additional expenses to maximize the space allowance would


require an additional TI expense of $30/sf which would be borne by City for a total of almost


$8,000,000.

Monthly and Annual O perating Income and E xpense C omparison


Current CCP Rent 

Monthly 

Annually 

Current Monthly Rent budgeted for the remainder of FY 2015 

7 

$336,606 $4,039,282


Proposed CCP Rent Under Lease-to-own — Year 1 

Proposed Rent 8  

Proposed Operating Expenses 

Proposed CCP Parking Income to City 

Proposed King Chavez Rent to City 

Total Net New Monthly Expense 

CCP Rent if No Action Taken — Year 

1


City's Rent if CCP goes to market under new owner 

9


Operating Expenses 

1°

Total Stabilized Estimated Monthly Expense if this action not


Approved:

$531,972 

$6,383,664

$ 6 ,029 $ 72 ,348


$538,001 

$6,456,012


4 

 Includes $1.00 /sf as reserve for anticipated capital replacement


5 

 City would also be required to pay annual increases in operating expenses from a base year which is typical in a


office building lease


6 

 Does not include any reserve for capital replacement, as this would be owner's responsibility


7 

 Based on $1.15/sf/mo for an assumed 95% City occupancy of CCP at 265,986 sf


8 

 Based on $.91/sf/mo for the City's rental of both CCP and Chavez HS building for a total of 295,101 sf


9 

 Based on $2.00/sFmo for an assumed 100% City occupancy of CCP at 265,986 sf


10 

 Typical lease agreements require the tenant to pay for the net increase of operating expenses from the previous


year starting from the base year (Year 1). The base year is then reset once every 5 or 10 years depending on the


negotiated lease.
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Rent and Operating Expense Annual Increase 
City Discount Rate (for present value calculation) 
Lease Term in Years 
CCP, LLC Purchase Price 

Lease-to-own 
Start Rent/sf/mo for Lease-to-own Agreement (City pays all operating expenses) 
Operating Expenses/sf/yr for Lease-to-own Agreement 4 

Identified Capital improvements required over 1st 5 years for 
Lease-to-own Agreement 

Outside Owner Lease (No ownership Rights) 
Start Rent/sf/mo for Outside Owner Option5 

Operating Expenses/sf/yr for Outside Owner Option6 

2.50% 
6.00% 
20 
$44,000,000 

$.91 
$10.23 

$6,400,000 

$2.00 
$11.15 

City staff also identified that the estimated rent of $2.00 would only fund approximately $20/sf 
of TI allowance or less. Any additional expenses to maximize the space allowance would 
require an additional TI expense of $30/sf which would be borne by City for a total of almost 
$8,000,000. 

Monthly and Annual Operating Income and Expense Comparison 

Current CCP Rent 
Current Monthly Rent budgeted for the remainder of FY 20157 

Proposed CCP Rent Under Lease-to-own- Year 1 
Proposed Rent 8 

Proposed Operating Expenses 
Proposed CCP Parking Income to City 
Proposed King Chavez Rent to City 
Total Net New Monthly Expense 

CCP Rent if No Action Taken- Year 1 
City's Rent if CCP goes to market under new owner9 

Operating Expenses 10 

Total Stabilized Estimated Monthly Expense if this action not 
Approved: 

4 Includes $1.00 /sfas reserve for anticipated capital replacement 

Monthly 
$336,606 

$270,000 
$251,574 

($ 67,871) 
($ 20,000) 
$433,703 

$531,972 
$ 6,029 

$538,001 

Annually 
$4,039,282 

$3,240,000 
$3,018,888 
($ 814,450) 
($ 240,000) 
$5,204,433 

$6,383,664 
$ 72,348 

$6,456,012 

5 City would also be required to pay annual increases in operating expenses from a base year which is typical in a 
office building lease 
6 Does not include any reserve for capital replacement, as this would be owner's responsibility 
7 Based on $1.15/sfl'mo for an assumed 95% City occupancy ofCCP at 265,986 sf 
8 Based on $.91/sfl'mo for the City's rental of both CCP and Chavez HS building for a total of295,101 sf 
9 Based on $2.00/sv'mo for an assumed 100% City occupancy ofCCP at 265,986 sf 
10 Typical lease agreements require the tenant to pay for the net increase of operating expenses from the previous 
year starting from the base year (Year 1 ). The base year is then reset once every 5 or 10 years depending on the 
negotiated lease. 
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Due Diligence


The current lease is month to month at the below market rent of $1.15/sf/month for 245,982 sf in


the Civic Center Plaza Building. This lease rate will be unavailable after March 2015. The


proposed new lease-to-own agreement will be for the entire Civic Center Plaza Building plus the


City must take the King Chavez High School Building and all underlying real property of both


buildings.

As a matter of due diligence, the City contracted for Alpha Facility Solutions to perform a


building assessment of both CCP and the King Chavez High School building which was


completed on December 8, 2014, and did not materially affect All West's assumptions of


$6,400,000 in capital improvements required in the first 5 years of the lease-to-own agreement.


Chase performed a facilities assessment of CCP via All West Environmental, Inc. on October 7,


2013, which indicated the following needs 

(see Exhibit F):


$55,850 

Immediate capital improvements necessary


$4,866,201 

Capital improvements necessary over the first 5 years of ownership


$1,489,400 Capital improvements which are optional


The most economic solution to address these potential capital needs is to include them as priority


deferred CIPs (Capital Improvement Projects) in future City fiscal year budgets. A summary of


Alpha's facilities assessment is included here as 

Exhibit G.

The City also contracted for an appraisal of Civic Center Plaza and the King Chavez High


School building which was completed on January 14, 2015. A summary of this appraisal is as


follows:

CCP Market Value 

King-Chavez Market Value 

T otal Market Value for C C P & King-Chavez 

CCP Investment Value 

King-Chavez Investment Value 

T otal Investment Value for C C P & King-Chavez 

$42,800,000

$ 2,390,000

$45,190,000

$57,300,000

$ 2,390,000 

$59,690,000

It is important to note that the higher value represents the fact that any property is going to have


more value to an owner/occupier, such as the City, than to an outsider investor simply leasing to


outside tenants. In this very City Council report, it has been demonstrated why this is the case —


because the City's leasing alternatives would be so much more expensive than owning its own


building.

Conclusion

7
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Due Diligence 

The current lease is month to month at the below market rent of $1.15/sf/month for 245,982 sf in 
the Civic Center Plaza Building. This lease rate will be unavailable after March 2015. The 
proposed new lease-to-own agreement w;ill be for the entire Civic Center Plaza Building plus the 
City must take the King Chavez High School Building and all underlying real property of both 
buildings. 

As a matter of due diligence, the City contracted for Alpha Facility Solutions to perform a 
building assessment of both CCP and the King Chavez High School building which was 
completed on December 8, 2014, and did not materially affect AllWest's assumptions of 
$6,400,000 in capital improvements required in the first 5 years of the lease-to-own agreement. 

Chase performed a facilities assessment of CCP via All West Environmental, Inc. on October 7, 
2013, which indicated the following needs (see Exhibit F): 

Immediate capital improvements necessary $55,850 
$4,866,201 
$1,489,400 

Capital improvements necessary over the first 5 years of ownership 
Capital improvements which are optional 

The most economic solution to address these potential capital needs is to include them as priority 
deferred CIPs (Capital Improvement Projects) in future City fiscal year budgets. A summary of 
Alpha's facilities assessment is included here as Exhibit G. 

The City also contracted for an appraisal of Civic Center Plaza and the King Chavez High 
School building which was completed on January 14, 2015. A summary of this appraisal is as 
follows: 

CCP Market Value 
King-Chavez Market Value 
Total Market Value for CCP & King-Chavez 

CCP Investment Value 
King-Chavez Investment Value 
Total Investment Value for CCP & King-Chavez 

$42,800,000 
$ 2,390,000 
$45,190,000 

$57,300,000 
$ 2,390,000 
$59,690,000 

It is important to note that the higher value represents the fact that any property is going to have 
more value to an owner/occupier, such as the City, than to an outsider investor simply leasing to 
outside tenants. In this very City Council report, it has been demonstrated why this is the case -
because the City's leasing alternatives would be so much more expensive than owning its own 
building. 

Conclusion 
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Respectful le submitted,


While the year one cash flow associated with the lease-to-own agreement is estimated to be


$1,165,151more than the current lease, the current lease is on a month-to-month basis and will


increase under new terms that could be imposed if the building is sold on the open market or by


the current owner as early as March 2015, Additionally, the rent obligation for the City under the


lease-to-own agreement is estimated to be lower than the rent obligation from an outside owner


by an estimated $1,251,579 in year one alone and the City would own nothing at the end of 20


years if the adopted actions are not taken, City staff recommends the City Council approve the


proposed actions so the City can own CCP at the end of the lease-to-own agreement, and benefit


from predictable lease terms until'that time comes.


EQUAL OPPORTUNITY CONTRACTING INFORMATION (if applicable): N/A


P R E V IO U S  C O U N C IL  a n d /o r C O M M IT T E E  A C T IO N S : N /A

ENVIRONMENTAL REVIEW: 

This is not a "Project" under CEQA Guidelines pursuant to section 15060(c)(2) of the State


CEQA Guidelines.


COMMUNITY PARTICIPATION AND OUTREACH EFFORTS: 

N/A

KEY STAKEHOLDERS AND PROJECTED IMPACTS: 

Approving this action will result in limiting the City's exposure to market leasing rates for


almost 265,986 sf of its leased office space, result in occupancy cost savings in year one of


$1,251,579 and will provide for a means for the City to own Civic Center Plaza, the King


Chavez High School building and the underlying real property at the end of the 20 year lease


term.

Cybele L. Thompson, RPA, FMA, CCIM,


LEED AP


Director

Real Estate Assets Department


Ronald H. Villa


Deputy Chief Operating Officer, Internal


Operations
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While the year one cash flow associated with the lease-to-own agreement is estimated to be 
$1,165,151 more than the current lease, the current lease is on a month-to-month basis and will 
increase under new terms that could be imposed if the building is sold on the open market or by 
the current owner as early as March 2015. Additionally, the rent obligation for the City under the 
lease-to-own agreement is estimated to be lower than the rent obligation from an outside owner 
by an estimated $1,251,579 in year one alone and the City would own nothing at the end of 20 
years if the adopted actions are not taken. City staff recommends the City Council approve the 
proposed actions so the City can own CCP at the end of the lease-to-own agreement, and benefit 
from predictable lease terms until'that time comes. 

EQUAL OPPORTUNITY CONTRACTING .INFORMATION (if applicable): N/A 

PREVIOUS COUNCIL and/or COMMITTEE ACTIONS: NIA 

ENVIRONMENTAL REVIEW: 

This is not a "Project" under CEQA Guidelines pursuant to section 15060(c)(2) of the State 
CEQA Guidelines. •• 

COMMUNITY PARTICIPATION AND OUTREACH EFFORTS: NIA 

KEY STAKEHOLDERS AND PROJECTED IMPACTS: 
Approving this action will result in limiting the City's exposure to market leasing rates for 
almost 265,986 sf of its leased office space, result in occupancy cost savings in year one of 
$1,251,579 and will provide for a means for the City to own Civic Center Plaza, the King 
Chavez High School building and the underlying real property at the end of the 20 year lease 
term. 

Cybele L. Thompson, RP A, FMA, CCIM, 
LEED AP 
Director 
Real Estate Assets Department 
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Ronald H. Villa 
Deputy Chief Operating Officer, Internal 
Operations 
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EXH IBIT B


HISTORY OF CCP LEASE


The building located at 1200 Third Avenue (known as Civic Center Plaza and hereinafter


referred to as "CCP") was built in 1973 by Security Pacific National Bank who entered into a


sale leaseback with a New York investor, Edwin Lowe. The lease was for a term of 40 years plus


one 15 year option. The tenant retained a Right of First Refusal (ROFR) to purchase if the owner


sold the building. In 1986, Edwin Lowe passed away and Chase Manhattan Bank (Chase)


became the trustee of Mr. Lowe's interests in CCP. Bank of America (B of A) bought Security


Pacific National Bank and subsequently built a new building at 5 

th  and B and vacated 1200 Third


Avenue. In 1991, the City subleased the majority of the building from B of A for the remainder


of the lease term which expired July 23, 2014. In 1998, B of A sold its leasehold interest to Civic


Center Associates LLC which was managed by Rock Asset Management (Rock). The 15 year


option was extinguished, but the ROFR remained.


Prior to 2012, in anticipation of the lease expiration, the City 

(explored the feasibility of acquiring


CCP or renegotiating a new lease. Changes in City management put those plans on hold. In


2013, the City was approached by Chase to enter into a lease-to-own deal for 20 years at


$1.25/sf/month, paying all operating expenses and with no annual increases and no tenant


improvement allowance. Under the proposed terms, the City would have also been required to


lease the entire 265,986 rsf of CCP and the adjacent King Chavez High School Building offering


approximately 29,115 rsf, including the real property below these buildings.


City staff determined a purchase, rather than a lease to own, provided better long term economic


benefits. As a back-up, a proposed lease was also pursued in case the proposed sale could not be


completed. The City performed numerous valuation analyses of 20 and 30 year lease to own


scenarios vs ownership before making an offer of $125/sf or $37,428,625 for both buildings and


the underlying real property in December 2013. The City was informed that the ROFR with


Rock was not in force or a City offer would not have been proffered. Chase countered at $47M,


the City re-countered at $40,000,000, Chase re-countered at $44M and the City accepted.


A non-binding Letter of Intent (LOI) was mutually executed on April 18, 2014. The price was


$44M with adequate time allowed to complete a City financing through a lease revenue bond


offering before deposits became non-refundable. The timing was also structured to allow Chase


to complete a 1031 tax deferred exchange, if desired. The corresponding lease was


$1.15/sf/month Fully Serviced (FS) for 10 years with 3% yearly increases and no TI's. Chase


made it clear that it preferred to sell, rather than lease.


After execution of the LOI, Chase drafted and offered a lease draft in May 2014. City staff


determined that the lease form was inadequate for single tenant occupancy and, in late June


2014, offered a lease form more prevalent in California. The City was informed that Rock did


indeed have an active ROFR which expired with their lease agreement July 23, 2014. The City


decided that if it completed the purchase documents with Chase, which would then have to offer


the same terms to Rock, Rock could buy the buildings and the underlying real property. Rock
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EXHIBITB 

HISTORY OF CCP LEASE 

The building located at 1200 Third A venue (known as Civic Center Plaza and hereinafter 
referred to as "CCP") was built in 1973 by Security Pacific National Bank who entered into a 
sale leaseback with a New York investor, Edwin Lowe. The lease was for a term of 40 years plus 
one 15 year option. The tenant retained a Right of First Refusal (ROFR) to purchase if the owner 
sold the building. In 1986, Edwin Lowe passed away and Chase Manhattan Bank (Chase) 
became the trustee of Mr. Lowe's interests in CCP. Bank of America (B of A) bought Security 
Pacific National Bank and subsequently built a new building at 5th and Band vacated 1200 Third 
A venue. In 1991, the City subleased the majority of the building from B of A for the remainder 
of the lease term which expired July 23, 2014. In 1998, B of A sold its leasehold interest to Civic 
Center Associates LLC which was managed by Rock Asset Management (Rock). The 15 year 
option was extinguished, but the ROFR remained. 

Prior to 2012, in anticipation of the lease expiration, the City 1explored the feasibility of acquiring 
CCP or renegotiating a new lease. Changes in City management put those plans on hold. In 
2013, the City was approached by Chase to enter into a lease-to-own deal for 20 years at 
$1.25/sf/month, paying all operating expenses and with no annual increases and no tenant 
improvement allowance. Under the proposed terms, the City would have also been required to 
lease the entire 265,986 rsf of CCP and the adjacent King Chavez High School Building offering 
approximately 29,115 rsf, including the real property below these buildings. 

City staff determined a purchase, rather than a lease to own, provided better long term economic 
benefits. As a back-up, a proposed lease was also pursued in case the proposed sale could not be 
completed. The City performed numerous valuation analyses of20 and 30 year lease to own 
scenarios vs ownership before making an offer of $125/sf or $37,428,625 for both buildings and 
the underlying real property in December 2013. The City was informed that the ROFR with 
Rock was not in force or a City offer would not have been proffered. Chase countered at $4 7M, 
the City re-countered at $40,000,000, Chase re-countered at $44M and the City accepted. 

A non-binding Letter of Intent (LOI) was mutually executed onApril 18, 2014. The price was 
$44M with adequate time allowed to complete a City financing through a lease revenue bond 
offering before deposits became non-refundable. The timing was also structured to allow Chase 
to complete a 1031 tax deferred exchange, if desired. The corresponding lease was 
$1.15/sf/month Fully Serviced (FS) for 10 years with 3% yearly increases and no Tl's. Chase 
made it clear that it preferred to sell, rather than lease. 

After execution of the LOI, Chase drafted and offered a lease draft in May 2014. City staff 
determined that the lease form was inadequate for single tenant occupancy and, in late June 
2014, offered a lease form more prevalent in California. The City was informed that Rock did 
indeed have an active ROFR which expired with their lease agreement July 23, 2014. The City 
decided that if it completed the purchase documents with Chase, which would then have to offer 
the same terms to Rock, Rock could buy the buildings and the underlying real property. Rock 



declined to give their leasehold purchase documents to the City for its review. The City resumed


its negotiations with Chase to buy and lease on July 24, 2014. The City requested Due Diligence


materials from Chase, at this time.


On June 13, 2014, the City received correspondence via the City's unpaid consultant, Jason


Hughes, President of HughesMarino, from Chase's representative. Chase confirmed their


commitment to sell. The City provided comments back to Chase after July 23, 2014, both to the


Purchase and Sale Agreement (PSA) and Lease agreement. The City, specifically, indicated that


neither the PSA nor Lease agreement would stand alone and both needed to be executed as this


would protect the City should the sale not be completed.


After the City's lease expired on July 23, 2014, the City assumed a non-negotiated "hold-over"


position and began a month-to-month lease at a previously negotiated rate of $1.15 per sf per


month Full Service Gross (FSG), "as is".


NOTE: The $1.15 rate is favorable and will not continue should a new party assume ownership.


Chase agreed to the low rate as they understood it would not be a long term lease and did not


include any tenant improvements (TI's). City staff estimates that a market rent for Civic Center


Plaza could be in the range of $1.85/sf/mo with 2.5% annual increases.


On September 15, 2014, City staff met with a representative of Chase as Chase was seeking


assurances that the City was serious in their intent to own the building. They were assured that


the City was determined to purchase, but that there were numerous steps that had to be taken to


protect the taxpayers. Chase was advised to incorporate their changes in the PSA and Lease and


get it back to City staff as soon as possible in order to meet the strict timeline proposed. The City


received a new PSA and Lease agreement with essentially the original terms, one month later on


October 16, 2014. Upon further discussion, Chase's representative informed the City that it no


longer wanted to pursue a lease and it must be a purchase only. By now the City was informed


that Chase represented a minority interest in the Trust and that other members of the Trust were


dictating the structure.


Chase subsequently informed the City, in writing, that the deal had changed and had to close


escrow by December 31, 2014. A letter was sent by City management on November 12, 2014, to


Chase requesting more time to close and requested a deadline of January 30, 2015. On


November 19, 2014, Chase informed the City that they would agree to a close date of January


30, 2015, if a PSA was executed by December 12, 2014, and a nonrefundable deposit of $1M


was made at the same time. Chase also required an additional deposit of $4M by December 17,


2014, in order to extend the Escrow closing date to January 30, 2015. If the City is unable to


purchase the building, Chase is expected to openly market the building, which will leave the City


at risk to a new owner of CCP.
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declined to give their leasehold purchase documents to the City for its review. The City resumed 
its negotiations with Chase to buy and lease on July 24, 2014. The City requested Due Diligence 
materials from Chase, at this time. 

On June 13, 2014, the City received correspondence via the City's unpaid consultant, Jason 
Hughes, President of HughesMarino, from Chase's representative. Chase confirmed their 
commitment to sell. The City provided comments back to Chase after July 23, 2014, both to the 
Purchase and Sale Agreement (PSA) and Lease agreement. The City, specifically, indicated that 
neither the PSA nor Lease agreement would stand alone and both needed to be executed as this 
would protect the City should the sale not be completed. 

After the City's lease expired on July 23, 2014, the City assumed a non-negotiated "hold-over" 
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T I a llow ance $ 

D esign and C onstru c tion C osts


Total Hard Demolition , Abatem ent and Construction Costs


Demolition of existing improvements on 8 floors


Asbestos removal on 8 floors


New Building Standard Tenant Improvements on 8 floors


New restroorns on 8 floors


New elevator Lobbies an 8 floors


M inor carpet and paint remodel of the other 10 floors


Consultan t fees (see below )

Architectural Fees - Estimate


Electrical Eng. fees - Estimate


Mech. 8i Plumbing Eng. fees - Estimate


Structural Engineering - Estimate


Special Inspections and Testing - Estimate

LEED Consultant - Estimate


Industrial Hygienist fees - Estimate


Arch / eng reimbursable- Estimate


Plan Check & Perm it Fees -Estimate


Plan Check Fees - Estimate $ 

0 .2 5 / r s f 

265,793


Permit Fees - Estim ate $ 

0 .7 5 / r s f 

265,793


W ater Sewer Fees - Estimate

Recycling Deposit - Estimate $ (0_40) /rsf 

265,793


Construction Project M anagem ent Fee

Project Contingency (counting in const costs as well)


Subtotal Construction Soft and Hard Costs


Total TI  Overage for above item s


FF&E Costs

Interior Signage - Allowance


Phone Data Cabling - Allowance


Moving Expenses - Allowance


Security System - A llowance

Audio Visual System - Allowance

Furn itu re - W orkstations - A llow ance

Furniture - Offices' A llow ance

Furniture - Conference Room -Small - A llowance

FF&E Contingency


4%

5.0%

80,000 

Is 1

2 .5 0 / r s f 118,216


1 .0 0 / r s f 265,793


80,000 

Is 1

8 0 ,0 0 0  I s  1

TBD 

TBD

TBD 

TBD

TBD 

TBD

5.0%

66,448


$ 

199,345


$ 

(106,317)


Subtotal FF&E

Grand Total Project Cost 

( to ta l  TI costs 

p lu s FF&E costs)

G rand Total Out of Pocket Cost (total TI costs plus FF&E costs


- /R5F

118 ,216 sf

118 ,216 sf

118 ,216 sf

16 ea

8 e a 


147,577 Is

0 e a 


$2.50 /sf 

$15.00 /s f 

$51 .00 /s f 

$20 ,000 .00 ea 

$25 ,000 .00 ea 

$20.00 Is 

$0 .00 ea


$ 2 9 5 ,5 4 0 .0 0 


$ 1,773,240.00


$ 6,029,016.00

$ 3 2 0 ,0 0 0 .0 0 


$ 2 0 0 ,0 0 0 .0 0 


$ 2,951,540.00

2 .5 0 / r s f 


1 .5 0 /r .s f


1 .5 0  / r s f 


10,000 Is

10,000 

Is

Is

1 .00 /r s f


0 .2 5  / r s f 


265,793


118,216


118,216


1

1

1.

118,216


265,793


664,483


177,324


177,324


10,000


10,000


118,216


66,448


EXH IBIT C


Hughes Marino 

I

 CM


Design and Construction Consultants


Civic Center Plaza Remodel


Prelim inary B udget


E H =

Current


Current Budget


Cost/R5F

- $ - 

/R5F

11,569,336 

$ 43.53 /R5F

1,223,795 $ 4.60 /RSF

159,476 5 0.60 /RSF

518,104 

$ 

1.95 /RSF

673,536 $ 2.53 /R5F

14,144,246 $ 53.22 

/115F


14,144,246 $ 53.22 /RSF

Current

Current Budget 

Cost/USF

80,000 $ 

0.30 /R5F

$ 

295,540 $ 1.11 

/R5F

$ 

265,793 $ 1.00 

/RsF

$ 

80,000 $ 0.30 

/RSF

$ 

80,000 $ 

0.30 /RSF

$ 

- $ - 

/RsF

$ 

- 5 

- /R5F


- 5 - 

/RsF

40,067 $ 0.15 /RSF

$ 

841,400 

$ 

3.17 

/R5F


li

I $ 

14,985,646 

$ 56.38 

/RSF

1 $ 

14,985,646 

$ 56 .36 /RSF

TI A llowance


265,793 R5F

San Diego 

Orange County 

Downtown LA 

Century City 

www. hughesmar ino. com

619.238.2111 

949.916.2111 

2 1 3 .6 8 9 .3 2 1 1  

310.277.3211
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Hughes Marino I CM 
Design and Construction Consultants 

Tl Allowance 

265,793 RSF 

Tl allowance $ - /RSF 

OeSifil'! and Construction Costs 

Total Hard Demolition, Abatement and Construction Costs 

Demolition of existing improvements on 8 floors 118,216 sf 
Asbestos removal on 8 floors 118,216 sf 
New Building Standard Tenant Improvements on 8 floors 118,216 sf 

New restrooms on 8 floors 16 ea 
New elevator Lobbies on 8 floors 8 ea 
Minor carpet and paint remodel of the other 10 floors 147,577 Is 

0 ea 

Consultant fees (see below) 
Architectural Fees - Estimate s 2.50 /rsf 
Electrical Eng. fees - Estimate s 1.50 /rsf 

Mech. & Plumbing Eng. fees - Estimate $ 1.50 /rsf 
Structural Engineering - Estimate $ 10,000 Is 

Special lnspectfons and Testing - Estimate $ 10,000 Is 
LEED Consultant - Estimate $ - Is 

lndustria I Hygienist fees - Estimate s 1.00 /rsf 

Arch/ eng reimbursable- Estimate s 0.25 /rsf 

Plan Check & Permit Fees -Estimate 
Plan Check Fees - Estimate $ 0.25 /rsf 

Permit Fees - Estimate s 0.75 /rsf 
Water Sewer Fees - Estimate 

Recycling Deposit - Estimate s (0.40) /rsf 

Construction Project Management Fee 4% 
Project Contingency (counting in con st costs as well) 5.0% 
Subtotal Construction Soft and Hard Costs 

Total Tl Overage for above Items 

FF&E Costs 

Interior Signage - Allowance s 80,000 Is 

Phone Data Cabling - Allowance $ 2.50 /rsf 

Moving E><penses -Allowance s 1.00 /rsf 
Security System - Allowance $ 80,000 Is 

Audio Visual System - Allowance s 80,000 Is 

Furniture - Workstations - Allowance TBD 

Furniture - Offices - Allowance TBD 

Furniture - Conference Room -Small - Allowance TBD 

FF&E Contingency 5.0% 

Subtotal FF&E 

Grand Total Project Cost (total Ti costs plus FF&E costs) 

Grand Total Out of Pocket Cost (total Tl costs plus FF&E costs) 

San Diego 
619.238.2111 

Orange County 
949.916.2111 

Downtown LA 
213.689.3211 

$2.50 /sf 

$15.00 /sf 
$51.00 /sf 

$20,000.00 ea 
$25,000.00 ea 

$20.00 Is 
$0.00 ea 

265,793 sf 

118,216 sf 
118,216 sf 

1 Is 

1 Is 
1 Is 

118,216 sf 

265,793 sf 

265,793 

265,793 

265,793 

1 

118,216 

265,793 

1 

1 

TBD 

TBD 

TBD 

Century City 
310.277.3211 

EXHIBITC 

Civic Center Plaza Remodel 
Preliminary Budget 

JI-Nvs-14 

Current Budget 
Current 

Cost/RSF 

$ - $ - /RSF 

$ 11,569,336 $ 43.S3 /RSF 
s 295,540.00 

$ 1,773,240.00 

$ 6,029,016.00 

$ 320,000,00 

$ 200,000.00 

$ 2,951,540.00 

s -

$ 1,223,795 $ 4.60 /RSF 
$ 664,483 

s 177,324 

$ 177,324 

$ 10,000 

s 10,000 

$ -
s 118,216 

$ 66,448 

$ 159,476 $ 0.60 /RSF 
s 66,448 

$ 199,345 

$ -
s (106,317) 

$ 518,104 $ 1.95 /RSF 
$ 673,536 $ 2.53 /RSF 
$ 14,144,246 $ 53.22 /RSF 
$ 14,144,246 $ 53.22 /RSF 

current 
Current Budget Cost/USF 

$ 80,000 $ 0.30 /RSF 

$ 295,540 $ 1.11 /RSF 
$ 265,793 $ 1.00 /RSF 

$ 80,000 $ 0.30 /RSF 
$ 80,000 $ 0.30 /RSF 
$ - $ - /RSF 

$ - $ - /RSF 
$ - $ - /RSF 

$ 40,067 $ 0.15 /RSF 

$ 841,400 $ 3.17 /RSF 

$ 14,985,646 $ S6.38 /RSF 

$ 14,985,646 $ 56.38 /RSF 

www.hughesmarino.com 

http://www.hughesmarino.com
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EXHIBIT D


Ovic Center Plaza and King Chavez High School


L ease to Own vs Lease from Outside Owner C om pa riso n


COrJC LUSION

S:

Cost of  lease 500961 ter 20 Years 

 -  

 City Own. 

 at  end OF ter01 (Present Value) $91,363,438


Outside Owner  -   NO  City ownership at end of  lease (Present  Value) 5105,468.795

DEC R EASED C ori& L ease to O wn kv. O uisIde O wner (P resent Value) 49,105,353


ASSUMPTIONS:


(C F and king C havecliS Square Footage 295.101


(C F Square Footage 265,986


R ent and O perating E xpense increase 2.50%

O ily Discount R ate dor present value ealculatiord DO M


O peratkg E xpensesrisf/yr for L ease to O wn O ptkin 

O peratkg E xpel-Des/a/yr tot Outside Owner Option 

Start Pent,t5F for Lease to 

Own O ption IC ity pays all operating expense6) 

Start R ent/SF for O utskk O wner O ption IC ity pays from · base year on opod 

C apital improvementSR eqU ired OVer FIrst 5 wean tor lease to Own Option 

Additional T is above $20,/sl to be borne by C ity unikr L ease to O utside O wner 

Lea k. TerMTeern 

a slerra  Purcha se Price 

Future T is to he Funded by C ity Wa O P 

Additional income to C R ),


(C F P erking 

income in 3015 

Xing Chavex H igh School Annual R ent 

$10.23 Includes Sl/sl as reserve for anticipated capital replacement ((my pays no property taxes)


511,15 Includes 50/sf as reserve for e4pltal replacement as this would be O wner's responsibility


00.91

$2.00

56,411.451 

From 

Allyslest report - 555,1150 in immediate needs. $4,866.201 In needs oven first 5 years and another 51.409.403 optional in first 5 yetirS


$7,973,510 AdditiOna l $30/0 Ito equal total. 

cd 

1504N aver erst 5 

gears 

*Freese

20

544 ,000010


315,000,000 From H ughesMarinv report · assume 6.15,000.000 is funded via C O P  and paid out over 5 years


$814,450 Assumed to grow at 2.5%/yr. ABM P arking estimates that this number could he increased to 51,013,000/yr Dar 415 spa106


$340,000 A-sSumed to temaln torment throughout lease term


A 

D C E 

F I 1 

.1 

0 G N 5 L 

.i 

L N 

I 

o

I 

P

LEASE TO OWN OPTION 

OUTRIDE OWNER OFTION


L ease to O wn O ption


Opera tIng Expenses

L ease to O wn 

O ption 

R ent/Alma N N N  

lea se to Own 

Option Menthly 

nest 

Annual R ent


C ity Occupancy CO4t 

per year R ent · 

Open 

(CF Parking Income Xing (barer R ent 

Ca67111 

Improvements in 

First 5 Tears 

Tena nt 

improvements in 

Fint 511 .F1 lobe 

funded via O P 

C ity O ccupancy


Cost/Tr less 

Additinnal Iricame F 

Ca pita l 

Outside Opera ting 

E xpenses 

Outside Opera ting 

ExpenSCS Passed 

thrO ugh to O ty 

Fleur/id/ma Full 

Service 

Annual R ent 

Adclkional T enant


ImPla vernents of

$301sl 

above


allowance of $20/of


C ity O ccupancy


C ost per year R ent


F Opex


Veer 

Improvements


C olumn E -Column


IF - CO lunta 5 . 

O ty pays 100% of


C olunsoll x 

C elumn A · C olumn Additional Income Additional Income From AllWest From H ughes Column 11 1 Corumn ennual increase Errimorect Ouldde C olumn L v 265,486 X 

C elumn L 1 C olumn


$10.2 3 .091.501 of Proposed rent 295,101 Sq It C olumn C x 22 0 

to C ity to C ity Report Marino R eport I $11.15 0 0 0 5. 90 6,1  From base year Owner Rent 12 N · CORFU/se

$3,018,833 

50.91 

$270,000 

$2,340,200 $6,258883 $814,450 

$240000 

$1,282,290 S5,otionoo $9,480,723 

$2,966,276 (72 .349 (2 .00 

50,383,664 $1,595,910 50051,928


2 

53,084,351 

Sew 

$276,750 $3,321,000 $6,415,355 $634,111 

5240,005 

61,242,2e0 $spoesoo 59,832,834 

50 ,0 40 ,433 

4146,305 

5105 

46,541,256 51,593916 $5,295,677


51,171,714 

Sew 

$313,669 

$3,404,025 

56,575,739 

$655,612 

$240.000 $1,282,290 53,309,000 S9,762348 $3,116,444 

5222.516 

$2.10 

$6,706,337 $1,595,916 58,525,269


$3,251,037 $ a s s  $240,760 

53,4E19,124 

$6,740,133 $877,074 

$240,000 $1,232,230 43,000000 43,305,243 

13,194,355 $300,427 

$1.15 

16,874,508 51.535,916 $8,770,851


5.1,332 ,082 

51 .01 

0251,029 $3,576,354 66,908,636 $899,000 

$202 000 

51,282,210 

$3,001,000 $10,051,926 

33,274,214 5380,388 $2.31 5734 5371 

$1,515,516 

$9,022,572


$3,415,589 

$1.04 

5305,480 53.665,763 57,011,352 4421,475 

3240940 

30 So 

08919,876 

$3,356,069 5462.141 $2.26 

S7.222,530 

$O 

$7.664,671


o 

$3,500,979 $LOG 

$313,117 $3,757,407 $7,258,386 5944,512 

$240,000 

$O 

50 

56,073,873 51,439,311 

5546043 

52.32 

$7,403,093 

So 

$7,949,136


O 

$3,518,503 

$1.09 

$320,945 

53.857342 

$7,439,245 $460,123 3240,200 

$o 

$O 

$6,251,720 13,525,970 5632.042 

$22.38 

$7,583,170 

$0 

$8220,213


3 18678,216 51-11 

$328,969 

$3,947,625 $7.625,841 $992,328 1.240,12012 

SO SO 

56,393,513 

$3514,119 5720,191 

37.94 

$7,777,7775 $0 

$9,448,046


10 $3,770,171 

$1.14 

$337,193 

54,046,316 

$7,016,437 $1,027,136 

5240 W e $o $o 

S6399551 $3,704,472 3610.04e 

$2.50 

$7,972.322 

$O 

56782 ,166


11 

53.864,436 

5117 0045,621 

54,147,474 

18,011,900 $1,042,565 $240,000 

$O SO 

$6,729,335 53,717,084 

$0 $2.56 

58,171,63D $0 

$9,171,610


12 $3,961,036 

$17.0 $354,263 

$4,757,161 51,212,197 

31,060,629 

3240,000 So So 

S6,903,568 $3,892,011 $94.927 

$2.62 $1,075,920 

$O 

61,470,847


13 

54,060,062 

$1.23 

$305,520 

$4,357,440 $11,417,502 $1,015,345 

$240,000 

$O 

So 57,062,157 

53,919,311 5192,227 

$2.69 

Sesasass 

so $6,777,646


14 

54,161,564 $1.26 

$372,191 

$4,466,373 56627,940 

$1.122,728 

1240,000 SO SO 

57,265,211 

$4088044 

1291,960 

$2.76 

$8,799,951 

$O 

$8091,911


15 

34.265,603 

512 9 

$351,503 $9

4 ,578 ,035 

$6,343,638 $1,150,797 

$240,000 

SO 

SO 57,452,842 

$4.191,270 5394,184 

$3.53 

$9,019,950 

$O 

$9,414,136


16 

$4,372,243 $1.33 $391041 51632,484 

19,064,729 11,179,066 5 2 4 0 ,0 0  SO 10 

17,845,163 58294,052 1493,968 

52.90 

59,245,449 

SO 

$9,744,417


17 

54.411,549 

$150 

Se08t017 

$4,309,798 

$9,233,347 $8209,056 

$240,090 

$0 50 

$7,842,292 

$4,403,453 $606369 $2.97 

59,476585 

So 

$20,002,934


13 

$4,593,588 

$1.39 7410,137 

54,930,041 

31,503,131 

61.239,252 $240,000 

SO 

30 

$9344 ,349 

54.513,500 

$716,456 

53.04 59.705.600 

$0 $10,429,955


19 14,706418 $1.43 $4421,108 $5,053,294 

$9,768722 

51,270,264 

5240,000 $0 50 

58,258453 04.615,378 5E129,294 

S312 

59,958537 40 

010,785,631


20 14,826133 

$1.46 

$431,436 

55,179,627 510,005o65 

58302,021 1240,030 

$O $O $9,403,744 

$4,742,037 

1.944,954 $3.20 510,205,240 

50_ 111,150.199


20 Y ear Total 

$77,116 ,136 612,764,691 5159,881,029 $20,804,846 

04,800,090 $6,411.451 

$15,000,800 

$

155,

6

8 8 634  

578772 ,502 $8,861,380 1163,068,511 $7,979,360 4179,910,477
 ATTAC
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EXHIBIT D 

Civic Center Plaza and King Chavez High School 
Lease to Own vs Lease from Outside Owner Comparison 

CONCLUSIONS: 

Cost of Leoilse to own for 20 Years-City owM at end of term (Present value) 

Outside Owner- NO Cityowner$hip, it end of le~se (Present VJlue) 

D'ECREASED Cort of Lease to 0--.in W'I, Outsl~ OwMr (PtH4!:"t V•lue) 

ASSUMPTIONS: 
C(P .arid King Ch.aYl!l HS Square Footage 

CCP Square FooUlil!! 
R,e,nt ll nd Operating E:,cpeme lnt=rt!'Ht! 
□ty Dis.count Ritle (to, p,ticnt v.e1ue c•leulatlon) 
Oper.11tlng ~nSH/sf/vr for lA!ue to Own Option 

0pt!!!r,'!1tlfle. Eltptn:5t'S/d/y, ror OIJtsktc OWn.ct Option 
sta,t Rent/SF fo, ~ue 10 Ovtn Opdon jClty pa'f1 all oper.atlng expenSi!S) 

Stllrt Rent/SF fDI Out!ikle Owntt Option !City JHl'fl fr.am a base year on opcx) 
Capl~1 lmpro..,,mlM'lltt Rtquir•ed 01,ie, fim s ye1u for Leue to Own Option 

Addltlon . .al Tu above 520/.sf to be bor~ by City under li!a511!! to Out:skll! Owner 

LHSC-T~fM Years 

Clsterr.i Purcha~ P,I..-
~u,ure Tls to ~ fu~ by City via CIP 

Addidonal Income to City; 
CCP P1rkjl"!g IMorne In 2015 
l(lng Chavez High School Annual Rent 

4 • 
Lease-to Own 

C 

Lea.se to Own 
l.@:asetoOvlinOpt~n 

O~don Monthly' 
Oper.arfni Eiq,eniH 

C}fltiOl'II 

Rent/If/mo NNN ... , 
v .. , 

Column ex 
Sl0.23 x29S,10hf Proposed rent 295,101$,qft 

1 $3.018,8'3 $0.01 $270,000 

2 Sl,094,35.S so ... :$276,75,Q 

' $3,171.714 so .•• $2'B3,669 

• $3,251,007 so ... S290.760 

• $3,33:Z,28'2 Sl.01 $2§18,029 

' $3.41S.S89 $1,04 $WS,480 

? $3,S00,979 $1.06 $3~.l.17 

• $3.S.88,501 Sl.09 $320,94S 

' $3,6?8,216 $1.11 $328,%9 
10 $3.770,171 $1.14 $337,193 

11 $3,864,420 $1.17 $.34S.,6t3 

12 :$3.961,036 $1.20 S.354,263 

u $4,060,0Gl $1.23 $363,120 
14 $4,161.564 $1.26 $372,198 

15 S..2•s.oo, $1.2, $381,S0.3 

16 $4.372,243 $1.33 S3Sll.041 

17 $4,41!3J,S49 $1.36 $400,817 ,. S4.:S.!i.3,S88 $1.39 $410.837 
19 $4,703,428 St.43 $421,108 

20 $4c1261JB $1,46 1431 636 
2:0Yeairlotal $77116318 

I 

$91,363,438 
$100,468,791 
&$9,105t_353 

295,101 

2:~S..9i6 
2.50% 

··"°" $10.23 lndudes $1/:d as reserve for antklpated <:ilJJitill repbremmt (City paivs no propt!rty t.1.11:ll!!s) 
$1.1.lS lndude,; SO/sf as reser...e for capftal ,epla~ement .as thu. would be Owner's res.pom.lblllty 

S0.91 
S2.00 

SG,4ll,4Sl From AIIWes,t report - SSS,850 In rmrn(!(fJate needs, S4,866,201 In needs O\ler lirst S vears and another Sl,489,400 oplional in firsl S vtars 

S7.9'79.S.80 Additionait $30/$f (to eqi,,i,,I tot•I of $S.O/s-i} O'-'tr fir$t S ~,$ of tC',!Js.C' 

20 
$44,000,000 
$15,000.000 From H~Marlno rll!!port • its5Umll!!: SlS,000,000b fundN'IINI CIP ilnd p,1id out gvu :S. yHr$ 

S.814,450 Assumed to grow at 2,S%fyr. ABM Parklng estlmates that this num~r rourd beingHsrd to $1,013,000/yr for 418 sl)alCC$. 

$1.40,000 AMumcd 10 ,emillin conutint dHoue;hou11elliS,C \etm 

0 E I F G H I I I ) • 
LE.ME TO OWN OPTION' 

Ten.ant 
City Occupanq, 

City Oc;rupanq, Co,s.1 C..ott1I 
lmprOVll!!:fflentsln 

CostfYrlM$ 
OuWdll!! Opanlmf: 

Anm.1ailRcnt p!'ryearRt!:nl+ CCP Pulung lrKome 1Clflieh.1Yf!ZR~nl lmprgy~ment5 in Additlonll lncom,e, + 
FlnlS'iNrstobe "'""""' o,,.,. F"ir:s.tSYears. 

Nnotdvl1CIP 
Cilplla,I 

lmorOVffl\ents 
Column E • Column 

F·Cc>lumnG + 
Column A + Column Additlol"lill Income llddlllanal lnc.ome FromAIWt!:Jt FromH\'ihff Column Ht Column 

ColumnC:ic 11 0 toO,,, toCJtv A.l!DDrt Marlnofteoort I Sll.15 x265;5186:sf 

$3,240,000 $6,258,8$3 S8l4,4SO $240,000 S1,2a2,290 Sl,000,000 $9,486,72] $2,966,276 

$3.321.000 $15,415,,355 S.834,Bll S240,000 $1,282,290 s,.000,000 $9,61.2:,834 $3,040,433 

$3,404,025 $6,S7S,7.3.9 SaSS,682 $240,000 $1,282,290 S:3.,ooo.ooo $9,762,348 $3,116,444 

$3.489,110 S6,740,U3 S877,074 $240,000 $1,282,290 Sl,000,000 $9,905,349 S3,194,3SS 
$3,576,35,4 $6'.908,1536 $899,000 $240,000 Sl.282.290 s,.000.000 $10.051,9215 $3,274,214 

$3,ff.S,,763 $7,0Sl,3S1: $921,47$ $240,000 so so SS,91!11,876 $3,.356,069 

$3.757,407 $7,lSS,386 S944,512 $240,000 so So S-.073.873 Sl,439,911 

$3,851,342: $?,439,84S S%8,llS S240,000 so so $6,231,720 $3,525,UO 

$3,947,625 S7.62S,841 $9512.328 $240,000 so so $6,393,SU S3,til4,ll9 

$4,046,31. $?,816,487 $1,017,136 S240,000 so $0 $6,SS9,3S.1 $3,704,472 

$4.147, .. 74 $8,011,900 Sl.042,56S $240,000 so so $6,729,335 $3,797,084 

$4,251.161 $8,212.197 $1,068.629 Sl40,000 so so $6,90l,S6S :$3,892.011 

$4,357,440 $8,417,502 $1,095,34' $240,000 so so $7,082,1.S7 $3,989,311 

$4,456,376 SM27,940 s1,122.n:.a $240,000 so so $7,26.S.211 $4,089.044 

$4.578,0lS $8,843.1538 $1,150,79'7 $240,000 so so $7,452,842 $-4,1'91.2:70 
$4-,692,48c s,.064,?29 $1,179,$66 $240,000 so so $7,64S,163 $4,296,052 
$4,..,.,,.. $9,l,l347 Sl.209.056 'S240,000 so so $7,842,291: $4,403,4S3 

$4,930,043 $9,S.2:3,Ml S1,239,l82 $240,000 so so $8,044,34g $4,513.MO 

$5.053,294 $51.761,7:ll. $1.,270,.2154 $2:40,000 So so Sl!l,251,0S $4,626,3.,8 

ss 179 627 $10,005,765 Sl302,021 $240000 so $0 $8 415.3,744 S4 742 037 
s,2., .... 1 $159811029 $2:0 ■nAS46 54 800 000 S6..411A51 515 000 000 $1SS6'H34 s1snuo2 

I ' ' I N I 0 p 

OUTSIDE OWNIER OFTION 

Addltlonal Tenant 
O~Operatlng 

A.mt/sf/mo Full lmpnovemenu of 
CrtyOccup,mcy 

E11,pen$.e$P.as~ Annu:al Rent Cos.t per year Rent 
Sel"l'ke $30/sf;,,bo'llc 

lhrou1h to 01..., 
allowance of $20/.sf 

+Opt!:11: 

0ty~y110:,,,C,of 

•nnua,JIMrcaS41 Ettimattd Outside Cc>IIJITlnL•2EiS,5186ix Column L + ColuMn 

frombas.eYHJ OWnc, Rmt 12 N+COlumnO 

$72,348 $2.00 S6.3.Bl.664 $1.595,915 SB.051,921 
$146,.SOS s2.os $6,543.256 $1.595.,916 ss.iss.•n 
$222,5115 $2.10 S6,70Ei,Bl7 $1,595,916 SB,S2:S,269 
$300,427 s2.1s $6,874,508 $1.5515,9Uii SB.770,!ISl 
$380,2815 $2.21 S7,040,311 Sl,S9S,916 $9,022,Sn 

$462,141 S2.26 $7,222,S.30 so $7,EiS4,671 

$$4l;,043 S2.32 $7,403,093 so $7 ... 9,136 
$6.32,042 S2.3a $7,588,170 so $8,210,213 

$720,191 S2.44 $7,?77,$?5 so $8,498,066 
$810,544 s2.so $7,972,322 so $8,782:,8156 

so s, ... SS,171,630 so $8,171,630 
$94.9'27 S2.61 $8,375,920 so SB.470.847 

Sl.92,22:7 $2.69 $8,585,318 so $8,77?,$46 
$291,960 $2.76 $8,799,951 so $51.0511.911 
$3'4,186 s, ... S9.019,9SO so $9,414,136 
$4g.B,96B S2.90 $9,245.449 So S'Sl,744.417 
$506,309 $1.97 $9,47Q,S.SS so $10,082:,954 
:$716,45,6 S3,04 $9',713,500 so $10,429,'SISS 
$829,294 s,.12 $9,956,337 so $10,7.BS,631 

$9449$4 S3.20 $10 205 246 so S111.50199 
S.816:Z 386 S163 068 Sll S791'SSO $179 910 477 



EXH IBIT E


Downtown Sale Comparables


Property 

Address Sale Price 

Build ing SF Price psf Class Year of Sale 

Comment

Diamond View Tower 

110 Plaza 

Golden Eagle Plaza 

Bank of America Tower 

2 Columbia Place 

1 Columbia Place 

Merril Lynch Building 

707 Broadway 

Comerica Bank 

Union Bank 

350 10th Ave $121,000,000 305,255 $396 

110 West A St. 

$80,000,000 300,514 $266 

525 B St 

$116,800,000 447,159 $261 A 

450 B St $73,000,000 283,786 $257 

1230 Columbia St $35,000,000 143,574 $244 A 

401 West A St. $135,000,000 553,715 $244 A 

701 B St $120,000,000 560,329 $214 

707 Broadway 

$35,000,000 187,304 $187 

600 B St $49,000,000 359,218 $136 

530 B St $29,000,000 232,098 $125 A 

2012 

Near Petco Park-Very high end building


2011 

Attorney General occupies 80,000 sf-Will vacate, 50,000 sf re-

leased to Border Patrol.


2005 City currently occupies 91,000 sf.


2013 Planned to be partially reconstructed.


2013

2012 Light on parking, huge floor plates, perenially large vacancy


2014 Parking garage is on a ground lease


2014 

Very small floor plates. Partial ground lease


2012 

On a ground lease with 50 years remaining. Hotel conversion


on lower floors planned.


2014 

Union Bank leases 88,000sf, bldg 43% vacant minimal parking


High

Average

Low

Civic C enter P laza


$396


$233

$125

1200 T hird Ave $44 ,000,000 2 9 5 ,1 0 1  $ 1 4 9  2015 I ncludes the 29,115 sf King C havez HS. 1.6 /1000 pa rking. If

King C havez HS is va lued at $4M, then C C P  price is $40M


or $149/sf. T h is is 30% lower than the most recent average


sa les price for downtown high rise buildings .


ATTACHMENT A: 
CCP Staff Report #14-073 Revised, issued January 20, 2015

EXHIBITE 

Downtown Sale Comparables 

Property Address Sale Price Building SF Price psf Class Year of Sale Comment 

Diamond View Tower 350 10th Ave $121,000,000 305,255 $396 A 2012 Near Petco Park-Very high end building 
110 Plaza 110 West A St. $80,000,000 300,514 $266 B 2011 Attorney General occupies 80,000 sf-Will vacate, 50,000 sf re-

leased to Border Patrol. 
Golden Eagle Plaza 525 B St $116,800,000 447,159 $261 A 2005 City currently occupies 91,000 sf. 
Bank of America Tower 450 B St $73,000,000 283,786 $257 B 2013 Planned to be partially reconstructed. 
2 Columbia Place 1230 Columbia St $35,000,000 143,574 $244 A 2013 
1 Columbia Place 401 WestASt. $135,000,000 553,715 $244 A 2012 Light on parking, huge floor plates, perenially large vacancy 
Merril Lynch Building 701 B St $120,000,000 560,329 $214 B 2014 Parking garage is on a ground lease 
707 Broadway 707 Broadway $35,000,000 187,304 $187 C 2014 Very small floor plates. Partial ground lease 
Comerica Bank 600 B St $49,000,000 359,218 $136 B 2012 On a ground lease with 50 years remaining. Hotel conversion 

on lower floors planned. 
Union Bank 530 B St $29,000,000 232,098 $125 A 2014 Union Bank leases 88,000sf, bldg 43% vacant minimal parking 

High $396 
Average $233 
Low $125 

Civic Center Plaza 1200 Third Ave $44,000,000 295,101 $149 C 2015 Includes the 29,115 sf King Chavez HS. 1.6/1000 parking. If 
King Chavez HS is valued at $4M, then CCP price is $40M 
or $149/sf. This is 30% lower than the most recent average 
sales price for downtown high rise buildings. 
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